DOCOHBHT BESOHS 

BD 100 223 • Be 006 122 



KOTBOB 

IBSTITOTIOH 
POB PATB 
HOTE 

AVAXIABIE FROtI 



Quinary, Kenneth 7.; Beyers* Carol S* 
State and Local Pevenue Potentialy 1973. 
soathern Regional Education Board, Atlanta, 6a. 
74 

133p. 

Southern Regional Education Board, 130 Sixth Street, 
B.B., Atlanta, Georgia 30313 (S2.00) 



BORS PRICE 
DBSCPTPTORS 



HF-$0.75 flC-S6.60 PLBS POSTAGE 

*Bigher Education; *IncoiBe; Local Governnent; 'OState 
Governaent; statistical Data; ♦Taxes: *Tax Support 



ABSTRACT 

This docunent is a statistical report of the state 
and local revenue potentials and utilization of najor tax sources. 
Statistical data for all 50 states and, since 1971, for the District 
of Coluabia indicate that both collections and unutilized potential 
increased significantly froa 1972 to 1973. The growth in collections 
was priaarily due to econonic growth (personal incoae) rather than 
adoption of higher rates and broader tax bases. Thus unutilized 
potential nas peraitted to grow along with collections. The growth in 
two neasnres was not evenly distributed. Regions stressing incone 
taxes rather than property or sales taxes tended to experience the 
Bost inpressive growth. (Author/MJH) 
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INTRODUCTION 



This is the seventh consecutive year in which the Southern 
Regional liJucation Board has presented a statistical report of state 
and local revenue potentials and utilization of major tax sources.^ 
The reports include statistical data for all SO states and, since 
1971. for the district of Columbia. Statistical comparisons are made 
to serve as a guide to states which may wish to seek more (or less) 
revenue than their present tax structure yields, or to revise their 
t:ix St nurtures to meet the ever-new and more costly expenditure de- 
mands with increased equity. 

It is Kot the purpose of this series of reports, nor is It the 
intent in any fashion, to suggest or recommend that public officials 
should search out new ways of increasing tax revenues or that any 
particular state should reform its revenue structure. Neither is it 
the purpose or intent to suggest that a particular state should strive 
to achieve the averages in tax effort upon which the analyses and 
comparisons are built. Particular conditions in any state may dictate 
that u state should cither exceed or fall short of the computed 
averages. It is the duty of each state's officials to evaluate Its 
ability and effort in taxation and its needs or demands for public 
services and then to decide on the state's course of action. The 
Nforth of the reports lie in their value as references and guides to 



1. Previous to 1967. the SRHB presented similar statistical reports 
covering the SRHB states in 1953 and 1962 and The National Education 
Association produced a report similar to the current SREB series for 
all states in 1%1. 
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aid public officials in making the proper decisions should they seek 
to alter revenue receipts or to change the relative reliance on tax 
sources • 

The financial problems of states and localities are far fram 

solved in spite of reports of aggregate budget surpluses in recent 

years. These aggregate statistics mask the fact that some jurisdic** 

tions continue to experience financial difficulties while others have 

been able to grant tax relief and expand public services. They also 

mask the fact that several states still depend heavily on tax sources 

2 

that are highly regressive and respond poorly to economic growth. 

Three reasons account in large part for the comfortable fiscal 
situation in 1973. Firsts the introduction of federal general reve^ 
nue sharing injected a sizable amount of money into the treasuries 
of states and localities late in 1972 and in 1973. The 1972 funds 
came late in the year and remained largely unbudgeted at the begin* 
ning of 1973. Second » during the period of unusual economic growth 
and inflation* changes in public service levels lagged behind revenue 



2. A tax is rsgreaaive if the tax liability as a percentage of in- 
come increases as taxpayer income decreases. A tax is propovtional 
if the tax as a percentage of income remains constant at all levels 
of income. A tax is ppogreaaive if the tax as a percentage of income 
increases as income increases. That is, a regressive tax places a 
greater tax burden on low income taxpayers (as a percentage of in- 
come) than on high income taxpayers. A progressive tax places the 
greater relative burden on the high income taxpayer and a propor* 
tional tax places an equal burden by this measure on all taxpayers. 

A tax is assumed to respond well to economic growth if its 
revenue grows at a rate faster than the economic measure used. Thus» 
if personal income grows by one percent and tax revenue grows in ex* 
cess of one percent the tax responds well to economic growth. If tax 
revenue is proportionally less than income growth^ the tax does not 
respond well to income growth. 

i2 
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increases resulting from growth and inflation. Expenditure decisions 
remained conservative and tax structures, even the regressive ones, 
responded well to economic change. Iltird, many (but not all) states 
have strengthened their tax structures by enactments that create a 
system more responsive to growing levels of nominal economic activity. 

However, when the nit ion returns to a more normal growth pattern, 
expenditure demands again can be expected to exceed revenues at cur- 
rent rates. The extent to which it may become necessary or desirable 
to raise additional revenue in future years depends upoi the extent 
of expenditure programs and the responsiveness of the tax structure. 
In some jurisdictions* officials may have been lulled into a false 
sense of security by recent bud^^et surpluses. They may have adjusted 
taxes downward or instituted new and costly expenditure programs. 
Either action can be expected to lead to future tax Increases or to 
a reduction in service levels In the near future. States with 
relatively unresponsive tax structures will be obliged to enact new 
or higher taxes sooner and in greater magnitude than will those states 
with responsive structures just to maintain the current public service 
levels.*^ 

In summary » the end of the economic boom and excessive inflation, 
the failure of several jurisdictions to provide progressive (or at 
least proportional) tax structures, and the expectation of reasonably 

3. Evidence of the fiscal problems Tennessee state government will 
be facing; between 1975 and 1980 is presented in a report being pre- 
pared by the Tennessee State Office of Planning, Nashville, Tennessee, 
for release in January 1975. 

ii 
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mild real economic growth over the remainder of this decade presage 
a return to the typical chronic revenue shortages experienced in gen* 
eral since World War II • While 1972 and 197S have been years of 
general budget surpluses and tax reform* less emphasis will be placed 
on reiorm and more on garnering additional revenue, at least after 
1975. 

AN OVtRVIEW, 1967 TO 1973 

Since 1967. total. state and local taxes have grown from $61,429 
million to $iJ2;889 million (in 1973), a growth of almost exactly 
100 percent. In this same period unutilized revenue potential (reve- 
nues that jurisdictions might have received had they applied average 
tax rates) grew from $11,645 milliou to $22,994 million, an increase 
of 97.5 percent, and personal income increased by only 70*1 percent* 
Table A presents unutilized potential by major tax source for the 
years 1967 to 1973. Hiere is no way that the growth in the unutll * 
ized potential can be attributed to either business or individual 
taxes » However, the corporation income tax shows the lowest growth 
rate while the Individual income tax shows a rather high growth rate* 
Other of these major taxes are levied on both individuals and busi- 
nesses. Two things that should be noted in Table A are the return of 
the corporation income tax unutilized potential to a positive rating 
and the reduction in the growth rate (negative growth from 1972 to 
1973) of unutilized potential for the motor vehicle license taxes. 
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AN OVHRVIIiW, 1972 TO 1973 



From 1972 to 1973. the nation*5 pcr«;onal income increased by 

13.1 percent, while state and local taxes increased by 11.3 percent. 

Taxes as measured by the U. S. Commerce Department as a percent of 

personal income » decreased from 11.6 percent to 11.4 percent and 

4 

from 11.8 percent to 11.6 percent as measured in this report. In 
the same period » per capita taxes increased from $522 to $577 (or from 
$530 to $586) » a gain of 10.6 percent. The gain in unutilized po- 
tential continued its upward climb, rising by 17.2 percent. 

In 1973 states used 95.8 percent of their tax capacity is opposed 
to 95.1 percent in 1972. In per capita terms, tax capacity in 1973 
was equal to $611, leaving $26 unutilized. Respective figures for 
1962 Here $551 and $21. The growth in tax capucity registered an 
impressive 10.9 percent. 

in terms of taxes per $»,000 of personal income, tax capacity de- 
creased from $122.79 in 1972 to $121.27 in 1973. Utilization equalled 
$118.02 in 1972 and $116.17 in 1973, leaving $4.77 and $5.10, respec- 
tively, unutilized. 

Increases in taxes were experienced primarily because of the 
favorable economic climate. The substantial economic growth and in- 
flation permitted many jurisdictions to meet expenditure demands with- 
out raising tax rates; in some areas, with sizable tax reductions* the 
outcome was a significant increase in unutilized potential, a reduction 



4. In this report profits from municipally owned liquor stores and 
public utilities are included in taxes. 



in tax burdens per $1,000 of personal income, and a largely illusionary 
reduction in tax capacity per capita as taxes continued to climb. 

SOURCES OF DATA 

Data for the statistical tables in this report were supplied by 
the U. S. Bureau of the Census. State tax collections were published 
in State Tax Collections in 1973 and. with minor revisions, in State 
Government Finances in 1972*73 and Governmental Finances in 1972>73 . 
— Agg r ega r c l o cal tax e s (f or t he SO s t at e s th e Dis t ric t o f C o lumbi ar)-'b)^ 
category of tax were published in Governmental Finances in 1972-73 and 
allocated to states by category on the basis of unpublished sample data 
furnished by the Bureau of the Census. Data on income and expenditures 
of municipally owned liquor stores and public utilities were published 
in Government Finances in 1973 and Governmental Finances in 1972-73 , 
respectively. Data on income and population were reported in the U. S. 
Department of Commerce, Survey of Current Business (August 1974) and 
Current Population Reports,, Series P-2S . respectively. 

Information on tax rate and other tax enactments came from reports 
published by the Commerce Clearing House, the state5 themselves, and 
the Federation of Tax Administrators. 

METHODOLOGY 

As noted above, the basic data from which the statistical tables 
were computed were published in various Department of Commerce reports 
or furnished in unpublished form by the department. State tax coUec* 
tions used were those reported in Governmental Finances in 1972-73 . 

17 



Local taxes were reported by source for all states in that report. 
The tot.ils were allocated to states by source with the help of saiiyle 
data supplied by the Department. Local receipts were added to state 
receipts to compute state-local taxes by source for each state. 
Finally, on the assumption that net profits from public owned enter- 
prises is a form of tax on the consumer of the products , profits from 
municipal ly^-owned liquor stores and utilities were added to alcoholic 
beverage and public utility selective sales taxes, respectively. From 

>^hH»-4Hisic col lo4;t44>ii- table^-.the published tables were coniputed. _ 

In interstate compari!»uu%i. Li e basic statistical attack rested w 
the as«;umption that the average effort to collect revenue from any 
particular tax could be achieved if a state should choose to do so. 
That is, any state should be able to maintain its current level of tax 
collections from sources for which the state's effort is average or 
above and still increase its effort up to the average for sources for 
which the individual state's effort is below average. 

The relative utilization of tax sources is dramatized by showing 
the amount of revenue possible in each state at average rates and then 
to compare this amount with actual collections. 

With three exceptions, personal income was used as the common 
denominator to measure tax effort. For severance taxes, the common 
denominator most suited for computing an average rate was the value of 
taxable resources extracted from the air, land, and waters of the state. 
For motor vehicle-related taxes (motor fuels and license taxes) the 
number of registered vehicles seemed the most adequate measure of 
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tax capacity. Average tax rates are expressed as collections per 
$1.(100 of personal income^ per $l»noo of severed prodacts. or per 
registered vehicle, respectively.'' 

Following the computation of an average tax rate, the rate was 
multiplied by the common denominator for each state in order to pro- 
vide an estimate of potential revenue. Finally, the actual collections 
were compared with potential collections. If the potential were less 
than actual collections, a state was assumed to have nvi unutilized 
iT rt p a c } I - +f n etutt f--ce^l4tH:t joHH were fe*wi tlum potential collections, 
th'-* UP.'.? t nnfonfini uvi^ m#»risn^»*(ii. 'is thc differericc between thc two 

SOMi: CAUTIONS ON Tilt ASSUMPTIONS 

.\Ni> Tini usL OF Tin; data 

The availability of an adequate effective tax base, and the dis- 
tribution of the base may, in some cases, render the assumptions un- 
realistic. Some types of tax bases are not uniformly available in all 
states. A few states with extensive extractive industries can use 
severance taxes profitably. A few states can tax the tourist industry 
extensively; the securities exchange industry is concentrated largely 
in New York. 

The distribution as well as the average level of income may in-- 
fluence the degree to which a state chooses to utilize particular taxes 



S. The average tax rate for a particular tax is computed by totaling 
collections from a particular source for all states effectively using 
that source and dividing the collections by the total of the common 
denominator for the same states and stating the quotient us dollars 
per the common denominator. 
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notably the personal income and sales taxes. Moreover, taxpayers 
paying high taxes of a particular type (e.g.. consumption) would have 
their capacity to pay other types of taxes (e.g., income or property) 
seriously impaired. The overall level of taxation must be considered. 

Some taxes are not as closely related to the common denominator 
used as is desirable. For example, the relationship of property values 
and personal income seem to vary extensively from state to state. 

Finally, tax effort should be evaluated in relation to ability to 
pay taxes and the distribution of the tax load. In some states more so 
"inan xn others, taxpayers are contributing more to the public treasury 
relative to their ability to pay. Moreover, taxpayers are contributing 
a large share of their burdens in the form of regressive taxes in some 
states, while in others, tax emphasis is on progressive taxes. It is 
obviously less feasible to raise taxes in states in which above average 
effort if made or in which a substantial share of the tax burden (and 
any increase) falls on low income taxpayers. 

TliE STATISTICAI. TABLES 

The statistical portion of this report consists primarily of 
two series of tables. The next few pages include a series of tables 
(Tables B through 1) that present tax collections and unutilized po- 
tential for major tax sources by geographic region. These tables are 
identical to tables published in State and Local Revenue Potential. 1972 
so that comparisons can be made easily. The second series of tables 
(Tables 1 through 37), also identical to 1972 tables, present details 
by state as well as by region. Tables 1 through 12 are basic tables. 



Other tables (Tables 13 through 37) present the data in several ways 
and present other data that permit an evaluation of each state's 
ability and efforts to support demands put upon its taxable resources. 

Finally* there is presented in Appendix A, major tax enactments 
of 1973 and 1974 (through September) that will significantly alter the 
states* tax practices. Statistical effects of these actions are not 
reflected in 1973 collection reports. 

A number of measuring devices have been employed for interstate 
comparisons of tax capacity and effort. The most commonly used simple 
measures are income and population. While it is more popular to com- 
pare taxes in per capita terms • the more useful measure is personal 
income per capita. One argument for its use is that taxes are ulti- 
mately paid from current personal income. Another is that« while 
personal income is less than a complete measure of taxable resources, 
it seems to correlate well with most tax bases. Both measures of tax 
effort are presented in the tables. 

The average level and the distribution of personal income affect 
the tax capacity and the degree of burden or effort that can reasonably 
be applied. Table 19 reflects, in addition to tax collections as a 
percentage of income as a measure of tax effort, this effort measure 
weighted by the average level of income. In other words, a tax equal 
to 10 percent of personal income is a greater burden if average income 
is low than if it is high. The measure in column 4 reflects this. 
Table 3S lists the distribution of fodcrj^il adjusted gross income by 
class for the states, but no weighting can be made. 



Tax etfort or burden is also influenced by the extent of use of 
nontax revenue sources. Some states by choice garner relatively 
l.ir^t-r amounts of revenue from slate or local nontax sources or are 
able to exact federal funds in relatively large amounts. Taxes as a 
percentage of general revenues from own sources* and federal aids as 
a percentage of general revenues, are also reported in Table 19. 

Ta»les :o through 54 list the net unutilized potential of the 
SRliB states individually and totally. By net unutilized potential, 
it is meant that amounts collected above the average tax yield from 
some source^ wete subtraotod from amounts collected below the average 
tax yield from other sources. Table 3b adds actual collections to net 
unutilized capacity and thus computes collections on the average of 
all states. This is termed for present purposes as tax capacity. The 
percent of capacity unutilized and the capacity and utilization per 
capita and per $1»000 of personal income is listed by state. States 
overutilizing this capacity measure are found in the New England and 
the Pacific areas. The greatest percentages of underutilization are 
found in the SRLB states. 
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TAX COLLKCTIONS IN FISCAL 1975 

State and local tax collections by state and by source are re- 
ported and analysed in relation to |M>tential collections in 37 sta- 
tistical tables. Major tax sources are susimarized to simplify the 
analyses in the tables in this section. In some cases » nonrecurring 
or windfall amounts are included in collections; thus» normal col- 
lections are inflated. In others, tax rate or base changes may have 
been effective for only a part of the fiscal year. No attempt is 
made to note all >ach Instances. 

Tax Collections and Unutilised Potential 

Total tax coiTefft ions increased from $110.4 billion in 1972 to 
$122.9 billion in 1973. an increase of 11.3 percent. Increases by 
type of tax are listed in Table B. Since rate and base changes had 
little net influence on revenue growth* the greatest percentage gains 
are reflected in sources most responsive to personal income growth. 
In both 1972 and 1973, total taxes and personal income showed an 
almost one-to-one growth relationship; however, the income taxes re- 
sponded well above this relationship and general property and several 
minor taxes well below. 

According to data in Table C» total unutilised potential in- 
creased by $3.4 billion, from $19.6 billion to $23.0 billion, a gain 
of 17.2 percent. In general, highest unutilised potential growth 
rates were found in taxes iidiich respond well to personal income growth. 
Growth in the utilized and unutilized potential portions of the tax 
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base move in the same direction at somewhat the same magnitude if un* 
disturbed by changes in the rates or bases. The percentage change 
was above 10 percent except in two cases. Unutilized potential 
showed an insignificant decrease in the alcoholic beverage licenses 
and a growth of 8.7 percent in the severance taxes. The three basic 
taxes account for about 88 percent of the unutilized potential with 
the individual income tax leading the way, followed by the general 
property and the general sales taxes. 

TU^ |tr«4it«t^ tax incr4iase&^ from 4972^ ta.A 97 S b ot h a b s o l ut el y ^ 
and percentage wise^ were registered in the SREB states, followed 
by the Middle Atlantic and the New England states (Table D). About 
three- fourths of the increase in tax collections were divided almost 
equally among the SREB, the Middle Atlantic, and the North Central 
states, while four-fifths of the unutilized potential was found in 
the SREB, the North Central and the Pacific states. The SnEB states 
lead in both categories and rank third behind the Mountain and the 
North Central states in personal income gains. These same groups 
of states contained from two-thirds to three-fourths of the popu- 
lation, income tax collections, and tax potential in 1973. 

Statistics in Table D indicate that only the Middle Atlantic 
states and the District of Columbia took substantial advantage of 
their rising tax potential to increase the tax take. In the other 
regions the unutilised potential increased at a faster clip than d*d 
the tax revenues. In the Pacific, the Mountain, the North Central, 
and the SRIIB states, where income growth was greatest in percentage 
terms, so also was the growth in unutilised potential. 

28 



17 




18 

The following analyses discuss tax collections practices by tax 
source. The reasons for diveisity in collections as measured by a 
common yardstick can be accounted for by differences in rate, base 
coverage^ or administrative vigor. Underutilization results if rates 
are low, if the bases are relatively narrow (a large number and amount 
of exemptions or special low rates), if the tax is poorly administered* 
or if it is not used at all. Overutilisation results from the 
opposite-^-^high rates, broad bases, vigorous administration, or wide^ 
spread use of the tax base (state and extensive local use, for ex* 
ample) . 

The General Sales and Use Taxes (Tables 1 and 13) 

The base utilized for general sales taxation varies greatly 
from state to state. In many cases broad exemptions are offset by 
high rates. Appendix Table 2-A lists current tax rates. Tax bases 
are complex and difficult to compare; however, large exemptions can 
be readily identified. For example, 15 states exmpt food for home 
consumption. These states apply relatively high rates. In addition 
to complete exemption of food from the tax base, the District of 
Columbia and Lnuisiana have special lower rates, and North Dakota 
has a limited exenqption for meat and milk products. Thirty states 
have full or limited exemptions for drugs and medicines. Other 
states either exempt or tax at special lower rates many itemis of 
manufacturing machinery, pollution control facilities and other items 
related to agricultural or industrial production. 
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Practices vary in the taxation of services and in tangible goods 
such as gasoline^ liquor, public utility services, and admissions 
which are traditionally taxed under selective sales tax statutes. The 
sales may be excluded from general sales taxation, or they may be 
taxed under both the general and the special levies. 

Four states (Delaware. Montana, Oregon, and New Hampshire) did 
not employ a general sales tax in 1973. As of that year, twenty- 
six states permitted one or more of their local governments to levy 
a local sales tax, but only twenty-one used the privilege extensively. 
Host widespread use of the local tax was found in Alabama, California, 
Illinois, Oklahoma, Tennessee, and Texas. 

General sales tax revenues increased to $22,992 million in 1973, 
a gain of 13.3 percent from the 1972 amount. Unutilized potential 
grew by 17.1 percent to $2,971 million. Increases were substantial 
in all geographic regions (Table E). They were in excess of 15 per- 
cent in the New England states, the Mountain states, and the District 
of Columbia (due to rate raises), and in excess of ten percent in 
every region. The areas and states making good use of their rapidly 
increasing potential demonstrated the least increase in unutilised 
potential. 

Collections per capita and per $1,000 of personal income were 
highest in the Pacific states and lowest in the New England states. 
The SREB states demonstrated the fullest utilization of the tax base, 
showing only $7.60 per capita and $1.72 per $1,000 of personal income 
of unutilized capacity. Among these states, Maryland showed the 
greatest degree of underutilization. In total, twenty-nine states 
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showed some degree of underutilization, five of which were SREB states. 
Three of nine Mountain states and three of five Pacific states were 
in the category of underutilization. 

The Selective Sales Taxes (Tables 2 and 14) 

Data are presented in Tables 2 and 14 and sunoBarlsed in Table P 
for four major selective sales taxes and for one cateogry including 
all other selective sales tastes- In total, collections increased to 
$12,129 million in 1973 » or 10. b percent from 1972 to 1973, while 
unutilized potential increased by 11.5 percent to $2,SS6 million. 
The most productive taxes are the public utilities (over $3.7 billion) 
and the tobacco products (about $3.3 billion). With the exception 
of insurance premiums, the bases of these taxes are generally in- 
cluded in the general sales tax base. This fact can influence the 
intensity to which the base is taxed under selective levies. 

For purposes of this study» net profits of publicly owned util- 
ities and liquor stores were combined with state and local taxes. 
Seventeen states distribute liquor through state owned stores and 
three through municipally owned stores. However, data on municipally 
owned stores in Minnesota, North Carolina and South Dakota were not 
available for inclusion in the statistical tables. Finally, every 
state reported municipal operation and ownership of one or more 
public utilities. States have the option of taxing private enter- 
prises, permitting local taxation of private enterprises, or of 
awning them and contributing all or part of the profits to the general 
fund in lieu of taxation. 
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Alcoholic beverage, cigarette, and insurance preniums sales taxes 
were employed in all 50 states and the District of Columbia in 1973. 
One state (Massachusetts) did not report any revenue from a public 
utility sales tax. 

Cigarette tax rates vary from a high of 21 cents per package of 
20 in Connecticut to a low of 2 cents in North Carolina. Of the 50 
states, 30 have rates of 12 cents or above (13 above IS cents), and 
only 13 have rates below 10 cents. States with high rates typically 
collect above average revenues, while those with low rates collect 
below average. As in past years close to 40 percent of the unutilized 
potential is found in the SREB states because of low rates in North 
Carolina (2 cents). Kentucky (3 cents) and Virginia (2.5 cents). 
About one^third of the states supplement cigarette taxes with taxes 
on other tobacco products* 

Statistics in Table F indicate that, while collections increased 
almost as fast as unutilized potential in percentage terms, one region 
(North Central) failed notably to take advantage of its increasing 
potential. In that region revenues increased 9 percent iriiile un- 
utilized potential grew by 21.4 percent. Cooqparable figures for the 
nation were 10.6 percent and 11.5 percent, respectively. In dollar 
terms revenues grew to $12,129 million (by $1,158 million) and under- 
utilization to $2,586 million (by $266 million). 

Death and Gift Taxes (Table 3) 

State death and gift taxes normally have graduated rates. They 
are further complicated by having separate rate schedules for heirs 
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of differing kinship or relationship with the deceased. Exemption 
policies in regard to charitable contributions and types of property 
as well as those regarding individuals vary widely. No local units 
employ death or gift taxes. 

Some states impose a death tax solely for the purpose of re«- 
claiming the federal credit. Other states employ an additional 
estate or inheritance tax. Fifteen states levy a gift tax.^ Five 
states (Alabama, Alaska* Arkansas. Florida, and Georgia) use a "pick- 
up" tax only; two states (South Dakota and West Virginia) use an in- 
heritance tax only; two states use an inheritance, estate, and pick- 
up tax (Oregon and Rhode Island); two states use an estate tax only 
(Mississippi and North Dakota); seven states (Arizona, New York, Ohio, 
Oklahoma, South Carolina, Utah, and Vermont) use an estate and pick- 
up tax; and one state (Nevada) has no death or gift tax. The com- 
plexity and diversity of the taxes used is equally important to the 
complex and diverse rate and base structures in evaluating the reve- 
nues and potential revenues. 

Ninety percent of the unutilized potential in 1973 was found in 
the SREB and the North Central states, areas in which only one-third 
of the tax was collected. No underutilization was evident in the New 
tingland or the Middle Atlantic states. The SREB states alone accounted 
for almost one-half of the nation's underutilization. 



6. California, Colorado, Delaware, Louisiana, Minnesota, North 
Carolina, Oklahoma, Oregon, Rhode Island, South Carolina, Tennessee, 
Texas, Virginia, Vermont* Washington, and Wisconsin. 
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Prom 1972 to 1973 collections increased to $1,437 million, an 
increase of il.2 percent and unutilized potential to $329 million, 
an 11.5 percent increase. 

The Property Taxes (Tables 4 and 15J_ 

Continuing past experiences, property taxes in 1973 were used 
least intensively in the SREB region and most intensively in the New 
England region (Table G). Though the North Central states are 
triditional heavy users of property taxes, revenue growth was minimal 
from 1972 to 1973. On the other hand, underutilization increased by 
51.9 percent. 

Property taxes remained the largest source of state and local 
tax revenue in 1973 as in past years, though the percentage of total 
collections shows a substantial decline from 1972 to 1973 (38.2 per- 
cent to 36.9 percent of total collections). In absolute terms, growth 
in property taxes (1972 to 1973) exceeded all others, but in per- 
centage growth terms* it registered the least growth of the major 
tax sources and only two- thirds the growth of all taxes. 

Even with this moderate growth in revenues, the tax burden and 
its growth are less than these statistics indicate. All 50 statf^s 
have some form of property tax relief; about two-thirds of the states 
finance the relief from the state treasury. Relief is generally 
slanted toward the disadvantaged taxpayers (aged, disabled, low in- 
come) so that the burden of the tax is further relieved. On the 
other hand property taxes at the local level are not substantially 
reduced because the state picks up the cost. 
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Because of complex and diverse homestead relief programs* selec- 
tive credits » exemption practices concerning personal property and 
tax exempt institutions, selective exertions to encourage indus- 
trial development, lack of data on local practices, etc., it is im- 
possible to evaluate state* or region-wide bases and rates. The 
quality of administration and of the assessment of property for tax 
purposes also influences the level of tax collections. 

Underutilization increased from 1972 to 1973 by $3.36 per capita, 
but only $0.01 in terms of dollars per $1,000 of personal income. 
Underutilization in the SREB region was more than twice the closest 
competitor, the Mountain region ($69.22 to $30.95 per capita and 
$13.68 to $6.77 per $1,000 of personal income). Underutilization by 
both measures in every region except the New England region, in- 
creased from 1972 to 1973. 

The Individual Income Taxes (Tables 5 and 16) 

Six states (Florida. Nevada, South Dakota, Texas, Washington, 
and Wyoming) did not eDq;>loy an individual income tax in 1973. Pour 
states (Connecticut, New Hampshire, New Jersey, and Tennessee) re- 
stricted the levy to selected income sources. The remaining 40 states 
employed a broad based tax. Ten states (Delaware, New York, Pennsyl- 
vania, Michigan, Missouri, Ohio, Alabama, Kentucky, Maryland, and 
California) permitted a local levy in addition to the state levy in 
one or more jurisdictions. Thirty- five of the forty states employed 
progressive rate structures and five (Illinois, Indiana, Nebraska, 
Ohio, and Pennsylvania), flat rates. Personal deductions and 
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exemptions and practices concerning business expenditure deductions 
vary» though conformity to federal regulations is fast becoming Stan* 

dara. 

In addition to being influenced by the composition of the tax 
rate structure and deduction and exemption policies* productivity of 
this tax is influenced also by the distribution and level of taxable 
income. If a high proportion of the taxpayers are in a low income 
class» productivity will be low relative to total income. In some 
states low income families and individuals are fully exempted from 
liability because of liberal exemption and deduction policies. Con- 
versely, a large relative number of middle and high income taxpayers 
provides high t»v productivity. Table 3S lists the percentage of 
families by federal adjusted gross income class by state for 1971. 

The SREB region continued, in 1973, to make less use of this 
source than did other regions, largely because two iiq>ortant states 
(Florida and Texas) do not apply the tax« Maryland employs the tax 
effectively at both the state and iocal levels. Georgia, Kentucky, 
North Carolina, South Carolina, and Virginia have reasonable income 
tax yields among the SREB states, but are still below the national 
average in per capita collections with the exception of Virginia 
(Table 1(0- Both North Carolina and Virginia rank above the national 
average in collections per $1,000 of personal income. 

Property and sales tax relief granted through income tax credits 
is generally treated, not as a reduction in income taxes, but as a 
transfer payment to individuals. The net result is to inflate tax 
collections by the amount taken from some taxpayers and then returned 
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to them or to other taxpayers* The programs are essentially tax 
programs to redistribute income. 

According to data in Tabic IK collections from 1972 to 1973 in- 
creased most in the North Central region and least in the Pacific 
region. Conversely, the underutilization increase was greatest in the 
Pacific r^'sion and least in the North Central regic« Total collec- 
tions grew by $2,756 million to $17,970 million, a gain of 18.0 per- 
cent, while unutilized potential grew by $1,443 million or 24.3 per- 
cent. 

The Corporate Income Taxes (Tables S and 17) 

For the second year in a row, corporate income tax collections 
increased in excess of 20 percent (28.3 percent from 1971 to 1972 and 
23,8 percent from 1972 to 1973). The 23.8 percent growth in 1973 
produced an increase to $5.55 from $5.09 per $1,000 of personal in- 
ccMne in the 46 states employing thii revenue measure. Underutili* 
sation increased to $1,446 million (up by 13.1 percent from 1972), 
mainly because corporate profits (the tax base) grew at a substan- 
tially faster raf^ than personal income (the common denominator by 
which effort and underutilization were measured)* 

In analyzing state performance, somewhat the same procedures 
should be followed as were used for individual income taxes. Pro- 
ductivity is influenced by both the rate level and the inclusive- 
ness of the base. Tax bases are being standardized along federal 
lines. Ttic use of federal depletion allowances* investment credits, 
and depreciation practices is becoming common. 
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Revenue increases for the North Central, SREB» Mountain, and 
the Pacific regions varied from 29.4 percent to 33.3 percent, but 

■ • • • 

lagged in the New England and the Middle Atlantic regions (10.4 per* 
cent and 11,5 percent) • In spite of the relatively low gains in the 
Middle Atlantic region, unutilized revenue potential fell by 11.7 
percent. The bulk of the increased collections in the SREB states 
resulted from higher collections in Florida and Tennessee. In 
Florida, a full year's collection was reported for the first time, 
and Tennessee instituted a program speeding up collections (on a 
quarterly basis) and substantial windfall payments resulted. These 
events accounted both for the high percentage growth in revenues and 
the low growth rate of unutilized potential. 

Licenses and Motor Fuels Taxes (Tables 6. 7, and 8) 

License taxes are reported in two categories: state alcoholic 
beverage licenses (Table 6) and motor vehicle license taxes including 
local vehicle and drivers license fees (Table 7). Other license taxes 
are listed in Table 11. Motor vehicle fuels taxes (Table 8) are 
discussed along with vehicle license taxes rather than with other 
selective sales taxes because both motor vehicle-related taxes are 
generally earmarked for highway use. All states and the District of 
Columbia employ all three of these sources of tax revenue. 

Alcoholic Beverage Licenses (Tab* 6) 

License taxes are placed by the state on sellers, handlers, and 
producers of alcoholic beverage products in every state except Hawaii. 
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Localities in several states also collect revenue from this source, 
but state-by-state data are not available for inclusion in Table 6. 
l^cul collections arc included in Table 11* 

Publicly owned liquor stores are not subject to all license fees. 
In s»everal states, pockets of prohibition and abstinence restrict 
revenue productivity. In others, special concessions are granted to 
local producers. 

Revenue from this source grew by only 4.0 percent from 1972 to 
1973, to $141*5 million as opposed to a mild decrease in unutilized 
potential. Ali^^st three^fourths of the unutilized potential (but 
only two-fifths of the tax collections) are attributed to the North 
Central and the SREB regions. 

Motor Vehicle Licenses (Table 7) 

The analyses for motor vehicle related taxes in Tables 7 and 8 
employed average collections per registered motor vehicle as the 
measure of tax ability and effort. An average collection per regis* 
tered vehicle was computed and the average was soiltiplied by the 
number of vehicles in a state to compute potential revenue. 

Differences in the ratio of automobiles to trucks and buses may 
cause some variations in collections. Automobile rir.gist rat ions, 
however, make up the bulk of registrations in every state* 

The relatiive productivity of this source may be explained in 
two additional ways. Some states secure motor vehicle use revenue 
more heavily from fuels or property taxes instead of mounting a 
vigorous effort in levying license fees. A few states apply the 
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general sales tax rate to motor ftiels l*^. ^ possibly in lieu of 
higher license fees or special fuel taxes. 

Widespread use of local license or inspection fees is indicated 
in twenty-one states (ten of which are in the SREB and six of vAiich 
are in the North Central region). 

License tax revenue increased by 9 percent to $3,63S million, 
while unutilized revenue grew by 18.6 percent. Revenue gains were 
rather evenly distributed by region » but in one region (New England) 
the undorutilization decreased. 

Motor ruels Taxes (Table 8) 

Motor fuels taxes are gallonage tuxes based on sales of gasoline 
and other fuels used to propel or otherwise operate motor vehicles on 
the public highways. Minor amounts of taxes come from operating 
combustion engines in boats and airplanes or from other uses. Hie 
gasoline tax is supplemented with taxes on diesel fuels and low 
pressure gas except in one state (Vermont). The tax rate ranges from 
5 cents per gallon in Nevada to 10 cents in Connecticut. Three 
states have a rate of less than 7 cents » 17 have a rate of 7 cents, 
and 17 have a rate exceeding 7 cents but less than 9 cents, and 
13 have a rate of 9 cents or above. In Hawaii, rates vary from 
8 to 10 cents by county. Since the base differs little by state, 
major productivity differences are maif-^y due to the rate differences, 
however, a few states levy a tax on motor oils and lubricants, and 
others authorize local fuels taxes. Finally, practices differ in 
regard to refunds for nonhighway use and in regard to discounts for 
evaporation and spillage. ^ ^ 



Total collections increased to $8,123 million or by 11.7 per- 
cent from 1972 to 1973, as opposed to an increase of 18. S percent in 
unutilized potential. Rate increases accounted for a significant 
part of the growth in collections. Highest percentage growth in 
collections was in the Middle Atlantic and the SREB regions. The 
middle Atlantic region erased its unutilized potential of 1972. 
largely by application of higher rates in New Jersey and New York. 
The growth in unutilized potential was significant in the New England 
and the Mountain regions. 

Sever anc e Ta x e s CTable 9) 

Severance taxes arc imposed on the value of natural resources 
as they are severed from the land or water. They may be applied in 
lieu of or in addition to property or other taxes. Thus, their 
application may influence the productivity of other taxes. 

Because some states have no significant commercial extractive 
industries, value of severed products is a better relative measure 
of revenue potential than personal income. To compute revenue po- 
tential, an average rate per $1,000 of severed products was cttnputed 
and multiplied by the value of severed products. 

Severance taxes are most practicable and profitable in states 
having high concentrations of oil and gas production. States having 
extensive production of timber, fish, sand, and gravel are less in- 
clined to impose production taxes because of the low profitability of 
these industries. Coal production has moved out of this last category 
within the last year. Both Kentucky and Tennessee have recently 
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adopted coal severance taxes. Especially in Kentucky • the revenue 
is proving to be substantial » 

Louis iana» Oklahoma, and Texas are unique in their ability to 
exploit oil and gas taxes. However, several other states with sub* 
stantial oil and gas production (e.g., California, Illinois, and 
Pennsylvania) have failed to utilize this source of taxation exten- 
sively. In Minnesota, taxation of Iron ore extraction is relatively 
remunerative • 

Severance tax revenues reached $85.4 million in 1973, up by 12.3 
percent from the 1972 figure, while the unutilized potential in- 
creased only 8.6 percent, to $460.9 million. Four-fifths of the 
collections (mostly in Louisiana and Texas) and one-fourth of the 
underutilization was located in the SREB states. Most of the SREB 
underutilization was found in Virginia and West Virginia (coal) and 
in Florida (fisheries and mining) . 

Transfer Taxes (Table 10) 

Transfer taxes include a wide range of levies on real estate 
transfers and transfers of nontangible wealth (mortgages, stocks, and 
bonds). Productivity of the tax is affected by the inc}uUveness of 
the base as well as by the rates. New York is in an especially 
favorable position to gamer revenue from i documentary transfer 
tax. About one-half of all transfer taxes are collected in that 
state. 

Attention should be called to the fact that only state taxes 
are included in T^ble 10. Many states levy only a local tax; others. 
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both a state and a local tax. Local taxes are included in the *'other 

and unallocable*' column of Table 11. 

• • ... . 

Transfer tax revenues grew by 11. *^ percent to $565.6 million, 
and underutilization by 26.4 percent to $439.1 million. Underutili- 
zation centered in the North Central region (one-third of the total) 
followed by the SREB and the Pacific regions (with s^iproximately one- 
fifth each). 

Miscellaneous > Other^ and Ito allpcable Taxes, 
Total Taxes (Table iYT 

Two other tax sources merit brief mention. Pari-imatuel taxes 
are reasonably productive in a few states where the traditions of 
horse and dog rac''.ig are strong and where there is extensive tourism. 
A few states still maintain legal prdiibitions against race track 
betting. At least one state (New York) has extended wagering to 
off-track betting. Nevada collects significant revenues from casino 
gambling » but so far other states have not adopted this revenue 
source. 

State lotteries are now being used in at least 8 states. Others 
are considering their adoption. Legal prohibition still exists in a 
number of states, but social acceptance seems to be gaining ground, 
if for no other reason than that lotteries are viewed as an alterna- 
tive to higher property taxes. Improvements in administration and 
adjustment in prises have increased their productivity and popularity. 
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SUMMARY AND CONCUISIONS 

The data presented in this report indicate that both collections 
and unutilised potential increased significantly from 1972 to 1973. 
The growth in collections was primarily due to economic growth (per^ 
sonal income) rather than adoption of higher rates and broader tax 
bases. Thus> unutilized potential was permitted to grow along with 
collections. The growth in the two measures was not evenly distrib* 
uted. Regions stressing income taxes rather than property or sales 
taxes tended to experience the most isiipressive growth. 

The major shift in relative tax shares (Table lb) from 1972 to 
1973 was that general property taxes decreased from 38.2 percent of 
total taxes to 36.9 percent. Individual and corporate income taxes 
increased in the share of the total. 

Relative tax burdens did not shift significantly from 1972 to 
1973. Tax burdens as a percentage of personal income were down 
slightly in 1973. The burdens in the New England and the Middle 
Atlantic regions rose slightly, and in other regions they were reduced. 
The District of Columbia also increased its tax burdens. In all, 7 
states and the District of Columbia Increased the tax take as a 
percentage of income » and 43 reduced the tax take. 

Several things limit the adequacy of the percent of income paid 
in taxes as an adequate measure of tax burdens. This measure does 
not reflect the distribution of income, only the total amounts. 
Column 4 of Table 19 reflects in the measure of burdens the average 
or per capita level of incomes. According to this measure, Vermont 
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taxpayers » rather than those in New York, become the most heavily 
taxed in the 50 states including the District of Columbia. Since 
1970, by this mcasure» Mississippi has been replaced by both Vermont 
and Maine in the highest taxed category. 

Statistics in this report give no consideration to the amount of 
taxes nominally levied on individuals and businesses but shiftable to 
out of state taxpayers. Tax exporting is significant in major manu- 
facturing states and certain states using taxes on extractive indus- 
tries. 

Data discussed up to this point refer only to underutilization 
of a particular source without due consideration to possible over- 
utilization of other sources. Tables 20 through 34 report both 
over- and underutilization and the net underutilization by tax source 
for the SREB states. Table 36 (column 2) lists the net underutiliza- 
tion for every state and the District of Columbia. Net unutilized 
capacity reached only $4,459 million, about one-* fourth of gross under* 
utilization^ indicating that some states were ovenitilizing their tax 
sources in many areas. In ten states, there is net overutilization 
indicated. Net underutilization in the amounts of $21.14 per capita 
or $4.77 per $1,000 of personal income is indicated. 
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NOTliS AND SOURCES FOR TABLES 



(Figures in columnn and rows may not add to totals because of rounding) 



The average rate per $1,000 of personal income for states using this 
tax is $22,179. 

Figures for the following states reflect state and local general 
sales tax collections: New York» Illinois, Kansas. Minnesota, Missouri* 
Nebraska, (Xiio, South Dakota, Alabama, Arkansas, Georgia, Louisiana, 
Mississippi, North Carolina, Tennessee, Texas, Virginia, Arizona, 
Colorado, Nevada, New Mexico, Oklahoma, Utah, California, and Washington. 
Alaska has a local general sales tax only . 

SOURC E; Jopulatioa; U. S. Bureau, of .the^JCensMs* Po pulation 

Estimates and Projections , Series P-25, No. 508, November 1973 (pro- 
visional July 1, 1973 estimates); Personal Income: U. S. Department 
of Commerce, Office of Business Economics, Survey of Current Business , 
August 1974, Tables 1 »nd 2; State Collection Data: U. S. Department 
of Commerce, Bureau of the Census, State Government Finances in 1973 , 
Series GF73, No. 3, August 1971, Table 7; Local Collection Data: U. S. 
Department of Commerce, Bureau of the Census, Government Finances in 
1975 , Series GF73, September 1974, Tables 4 and i?';' and' estimates 
based on disaggregated local tax collection data fiimished by U. S. 
Department of Commerce. 



The average rate per $1,000 of personal income for states using 
these taxes are as follows: for alcoholic beverages, $2,161; fo^ 
tobacco products, $3,107; for insurance taxes, $1,526; for public 
utility taxes, $3,645; and for other selective sales taxes, $1,166. 
Alcoholic beverage taxes include profits from state operated stores. 
Public utility taxes include profits from locally owned utilities. 

Minnesota, North Carolina, and South Dakota net profits from 
municipal liquor stores not included in alcoholic beverage tax com- 
putations. 

Public utility sales tax figures for all states include local 
sales taxes and/or profits in the cases of publicly owned utilities 
except in Massachusetts, which collects no public utility taxes. 

Alcoholic beverage tax figures for the following states include 
state liquor store profits: Maine, New Hampshire, Vermont, Pennsyl* 
vania, Iowa, Michigan, Ohio, Alabama, Mississippi, Virginia, West 
Virginia, Idaho, Montana, Utah. Wyoming, Oregon and Washington. 



TABLi: 1 



TABLE 2 
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SOURCE: See citations for Table 1. Al5o» Governnent Finances 
in 197 S, Table 21. and State Government Finances in 1973, Table 14. 



TABLE 3 

The average rate per $1,000 of personal income for states using 
this tux is $1.3b2, 

SOURCE: See Citations for Table 1. 



TABLE 4 

The average rate per $1,000 of personal income is $42,812. 

Plgures for the ~ foi Icwing stat e s refl e ct l o cal pr oper ty -taxes 

only (no state property taxes collected): Connecticut, Rhode Island. 
South Dakota. Tenne5.see» Oklahoma and Hawaii. 



TABLE 5 

The average rate per $1,000 of personal income for states using 
these taxes arc: Individual income taxes, $20,803; corporate income 
taxes. $5,552; local business net income taxes are included in indi*^ 
vidual income taxes. In computing the average tax rate for individual 
income taxes, states not employing a broad based tax were eliminated. 
These included Connecticut. New Hanqpshire. New Jersey and Tennessee. 

Figures for the following states include local individual and 
business income taxes: Delaware* New Jersey, New York, Pennsylvania, 
Michigan. Missouri. Ohio. Alabama, Kentucky, Maryland and Virginia. 

SOURCE: See citations for Table 1; and U. S. Department of 
Commerce. Bureau of the Census, State Tax Collections in 1973 , Series 
CF73. No. 1, Table 8. 



TABLE 6 

The average rate per $1,000 of personal income for states using 
this tax is $.134. 

SOURCE: See citations for Table 1. 



TABLE 7 

The average rate per registered vehicle for states using this 
tax is S2d.20. 

1^3 
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Figures include local motor vehicle and operators license taxes 
if collected. 

SOURCK: See citations for Table 1; and 19 73/74 Automobile Facts 
and Figures iDotroit; Motor Vehicle Manutacturers Association. 1973). 
p. 17. 



TABLt: 8 

The average rate per registered vehicle is $05,254. 

Figures tor the following states include local motor fuel taxes: 
New York» Alabama, Florida. Micsissippi. Nevada and Hawaii. 

SOIRCE: See citations for Table 1 and Table 7. 



TABU: 9 

The average rate per $1,000 of value for states using this tax 
is $.>:.4:8. 

SOURCE: See citations for Table 1; and U. S. Department of the 
Interior. Minerals Yearbook. 1972 . Volume I (Washington. D.C.: U. S. 
Govemroent Printing Office, 1974). Table 4. p, 88; U. S. Department of 
Commerce, Current Fishery Statistics, No, 6100, Fisheries of the United 
States, 1972 fWashin;^ton, D,C.: U, S, Government Printing Qffiga. 
March 1973), p. 22; and U, S. Bureau of the Census, Census of AgricuU 
ture, 1959 . Volume 11, General Report, Chapter 7, Value of Products, 
rxonomic Class. Contracts (Washington. D.C.: U. S. Government Printing 
Office. 19731, Table 3. 



TABLE 10 

The average rate per $1,000 of personal income for states using 
this tax is $.619. 

New York and Texas were excluded in the computation of the 
average rate. 

Local realty transfer tax .^n city of Wilmington, Delaware, at 
a rate of one percent. 

Local tax in New York City on transfers of real property where 
consideration is over $25,000. 

Local taxes authorized in Pennsylvania. Over 1,000 school dis* 
tricts and 850 other units impose this tax* 

Tax in Indiana restricted to corporations subject to gross in- 
come tax. 

- < U4 



A local tax is authorized in Ohio, South Carolina, West Virginia 
and California. 



City of tialtiffloro, Maryland, and specified counties are author- 
ized to levy this tax. 

Virginia counties and cities levy a tax of one-third the state 

tax. 

In Washington, a county tax is authorized and employed in all 
$9 counties, on real estate at a one percent rate. 

SOllRCli: Sec citations for Table 1 and Advisory Commission on 
Intorgovernniontal Relations, State-Local Finances; Significant 
Features and Suggested Leaislation, 1972 Hdition . (Washington. 1».C.: 
U. S. Government Printing Office), Table 112. 



TABLl: n 



SCMJRCH: See citations for Table 1. 

TABLF. 12 

SOURCF.: Tables 1 through 10. 

TABLI: 13 

SOURCE: Table 1. 

TABLE 14 

SOURCE: Table 1 and 

TABLE 15 

SOURCE: Table 1 and 4. 

TABU; lo and TABLE 17 

SOURCE: Table 1 and 5. 

TABLE 18 

SOURCE: Tables 1, 2, 4, 5 and 11. 
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TABLE 19 



Tax burden equals total state and local taxes as a percentage 

ut' personal income UividcJ by per capita income. 

SOURCK: Table 1; Governmental Finances in 1973 > Table 17; and 
Hcnr>' ^. Frank, "Measuring State Tax Rirdens," National Tax Journal » 
XXI. June 19S9. p. 183. 



TABLES 20 through 34 

If "net unutilized potential** is positive (♦) , it indicates 
that this state (or region) would have collected this additional 
amount of revenue if these taxes were mployed at the average rate. 
A nc>;ativc (^) figure indicates that this state (or region) collected 
this amount more than it would have, had it applied the average 
rate. 

SOimCH: Tables 1 through 10. 



TABLE 35 

SOURCE: Department of the Treasury, Internal Revenue Service, 
Statistics of Income, 1971 , Individual Income Tax Returns . 
(Washington, O.C.: U. S. Government Printing Office, December 1973), 
Table 5.S. 



TABLE 30 

SOURCE: Tables 1 through 10. 



TABLE 37 

State Tax Revenue includes profits from state owned liquor stores. 
Local Tax Revenue includes profits (losses excluded) from publicly 
owned utilities. 

SOURCE: See citations for Table 1. 
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APPENDIX A 
MAJOR TAX ACTIONS IN 1973 AND 1974 



117 



110 



MVJOR T.\X ACTIONS IN 1973 



was a si>;inficant year for state tax activity. Following 
almost three decades of major tax incre;uie»» state rev enue-* raising 
almost stopped this year. Although many states enacted increases 
{Sec Table 1-A), most of these raises were of minor dollar importance 
or were designed to finance property tax relief. In fact» rate re- 
ductions and the especially widespread property tax relief were more 
vti^^tomiry during li)73 wi*th the number of major rate decreases ex- 
ceeding the number of major rate increases. Several factors accounted 
for this trend reversal. With rapidly rising prices and income and 
i*\panded tax systems » revenues had grown quickly. Lxpenditure re- 
ijuirements had increased less rapidly; education raises, for example, 
were tempered by slower growth in attendance or greater property tax 
reliyf. Federal revenue sharing appearing in state budgets for the 
first time also provided significant leeway for tax reductions. Major 
revenue-raising legislation enacted in 197S is listed in Table 1-A 
and discussed briefly below. 



Only Indiana inci .*ased its general sales tax rate from 2.0 per- 
cent to 4.0 percent to help finance a property tax relief program. 
Food items for home consumption were made exempt, though, and the 
gross income tax on wholesale and retail sales were to be phased out 
until 1092 when no tax will be imposed. California postponed the 
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increase in its general rate from 3.75 percent to 4. 75 percent from 
June I to July 1. 1973» and then reduced the rate temporarily to 3. 75 
percent October 1 through March 1974, when it was scheduled to return 
to 4.75 percent. Tennessee postponed reducing its temporarily in- 
creased rate of 3.5 percent until July 1, 1974, when the rate was to 
drop to 3.0 percent. The sales tax rat:^ was cut in Connecticut from 
7.0 percent to b.S percent. State rates as of October 22, 1974» are 
listed in Table 2-A. 

troliri^i arto- -exeropte* ^Poodr'and North Dakota exp and e d its -food 
exemption to more items. Exemptions for drugs, medical supplies, 
school hooks, pollution control equipment, food sales in special 
nutrition programs, and sales by nonprofit organizations continued 
to proliferate, iiawaii broadened the eligibility of the disabled for 
the special low 0.5 percent tax. Although special relief was accord- 
ed many items such as boiler fuel and returnable containers, some 
items lost their special tax treatment ^^-notably the Iowa sales tax 
credit for fuel tax and purchases by public utilities in Indiana not 
directly used in providing utility services. 

A Denver Metro Transit general sales tax of 0.5 percent was 
approved by the voters, and Wyoming authorized a 1.0 percent county 
sales tax. The upper limit of Kansas local sales tax rate was raised 
from 1.0 percent to 1.3 percent, and Oklahoma cities and towns were 
permitted to tax sales up to 2.0 percent. Missouri allowed local 
governments to enact a 0.5 percent sales tax for transportation pur- 
poses . 
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TABLI; J-A 

STATE GKNURAL SAUlS TAX RATES 
(October 22. 19'*4) 



Current 
Rate 

^ State (percent) 

Alabama 4.00 

Arizona 4.00 

Arkansas 3.00 

California 4.75 

Colorado 5.00 
Cunn tf c tftHH- - - - - 

lUstrict of Columbia 5.00 

Florida 4.00 

Georgia S.OO 

Hawaii 4.00 

IJaho 3.00 

Illinois 4.00 

Indiana 4.00 

Iowa 3.00 

Kansas 3.00 

Kentucky 5.00 

Louisiana 3.00 

Maine 5.00 

Miiryland 4.00 

Massachuset t s 3 . 00 

Michigan 4.00 

Minnesota 4.00 

Mississippi 5.00 





Current 




Rate 


State 




Missouri 


3 0 


Nebraska 




Nevada 


S.O 


New Jersey 


5 0 


New Mexico 


4.0 


New York 


4.0 


North Carolina 


J.O 


North Dakota 


4 0 


Ohio 


4.0 


Oklahoma 


2.0 


Pennsylvania 


6.0 


Rhode Island 


5.0 


South Carolina 


4.0 


ScMJth Dakota 


4.0 


Tennessee 1 




Texas 


4.0 


Utah 


4.0 


Vermont 


3.0 


Virginia 


3.0 


Washington 


4.5 


West Virginia 


3.0 


Wisconsin 


4.0 


Wyoming 


3.0 



1. The decrease in the rate to 3 percent originally scheduled to be 
effective July 1, 1974, has been postponed until July 1. 1975. 

Source: Commerce Clearing House, Inc., State Tax Review . 
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InJiviJual Income Taxes 

Ta.x rates wore raised only in l)elaware» which increased the rate 
ran^e hy 10. 0 iiercent. In addition, Delaware expanded the base to in- 
clude all capital gains and interest from U. S, government securities. 
Arkansas made dividends from financial institutions taxable. 

Several states reduced individual income tax rates. California 
provided for a one-year sliding scale tax credit. Nebraska dropped 
its overall rates from 15. 0 percent of federal liability to 13.0 per- 
cent in Il>75 and 11.0 percent in 1974. Both New York and New Jersey 
suspended their 2.S percent tax surcharges for 1973. Arkansas ex* 
cmpted those below certain income levels and reduced rates for some 
incomes in excess of these levels. Persons filing a joint return in 
Ohio in 1973 and 1974 are allowed a credit against tax» ranging from 
20 percent when adjusted gross income is $10,000 or less to 5 pe'^cent 
when adjusted gross income is $20,000 or over. Michigan, Mississippi, 
Wisconsin, and Idaho (temporarily) raised personal exeinptions. 

More specific relief included the following: higher standard de- 
ductions and additional deductions and exclusions in Mississippi; higher 
minimum net income for paying taxes in Iowa and Wisconsin; deductibility 
uf federal income taxes in Louisiana; exemption of public pensions by 
Minnesota; and elimination of the tax on dividends by Connecticut. 
Htah .:nd North Dakota revised their tax rate schedules with the re* 
suit that taxes paid by some persons increase and those paid by others 
decrease. 

Indiana authorized its counties to impose a levy of up to 1.0 
percent of adjusted gross income of resi.!ents and up to 0.25 percent 
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for nonresident s» and 51 of its i)J counties promptly adopted the new 
levy. The Detroit school district was authorised to impose a surtax 
oil the city's individual anU ci^rporalc iacume ta.xos, 



Income tax rates on corporations were raised in Indiana from 2 
percent to 3 percent, and a supplemental income tx\ to be equal to 3 
percent by 1977 was also imposed, Maine^raised its rates too from u 
flrtt 4 jterctrnt to -percent on iiet income-wer $i5»eoe oti Jtily I. 19'^^,- 
and then to a S to 7 percent range on January 1, 1974, New Jersey 
enacted a 7,JS percent supplemental corporation income tax on cor- 
porations not subject to its franchise tax. Kansas permanently dis- 
continued the deduction for federal income taxes » and Montana both 
made permanent its temporary higher tax and eliminated a temporary 
decrease. Delaware continued existing rates by replacing a temporary 
surcharge with a higher basic rate of -.2 percent, Oregon » where 
voters defeated a proposed new business profits tax and a corporate 
income tax rate raise » subjected all business trusts to its income 
tax, Nebraska » however, lowered its general rate from 3.75 percent 
to 5.2.% percent, and Louisiana made federal income taxes deductible. 

Several states imposed new or higher income taxes on financial 
institutions. Alaska increased rates on banks, and Georgia applied 
its income tax to banks, National banks in Utah became subject to 
that state's income and excise taxes. Wyoming (temporarily) and 
Arkansas replaced bank share taxes with income taxes on banks, and 
Minnesota continued its temporary, higher rates on banks until 



Corjiorate Income Taxes 




llci 

January 1, uri. Now Jersey and I lorida imposed income taxes on 
savings institutions, and all savings funds of Maryland savings in* 
stitutums hcc.ij:ie siibjcvt ti^ that statoN franchise tax* Connecticut 
made domestic insurance cimipanies subject to its franchise tax- 

Scloctive Sales Ta xes 

Delaware (temporarily), Arkansas, and Michigan increased motor 
fuel taxes. Illinois made all watercraft fuel subject to its motor 
fuel tax, and North hakota imposed an excise tax on jot fuel. The 
Ntw lork motor fuel road tax on interstate buses, scheduled to expiire 
in hnu hr^. was continued indefinitely. Connecticut authorized the 
levy of a jjasolinc taJt by transit districts. Louisiana repealed its 
lubricating* oils tax. 

The ci^iarette tax was in.^reased only in Colorado. Iowa imposed 
the cij^aretto tax on little cigars. Arizona and Virginia raised the 
wholesalers* discounts, and Kansas let^ied a privilege tax on distrib** 
utors of tobacco products. Motor fuels and cigarette tax rates (as of 
October 1D74) are repo ted in Tables 3-A and 4-A, respectively. 

Tax rates on all alcoholic beverages were increased in Indiana, 
while the rates on wine were increased in Wn?hington. South Carolina 
doubled the tax on nonstandard cases of Jiquor. Georgia authorized 
municipalities and counties to impose a local excise tax on the sale 
of malt beverages* The rate on distilled spirits was reduced in 
Minnesota. 



124 



117 



TABLE 3-A 

MOTOR FUEL TAX RATES 
(October 22, 1974) 



Rate Rate 
(cents per gallon) (cents per gallon) . 



State 


Gasoline 


Diesel 


State 


nieniine 


Diesel 


Alabama 


7.0 


8.0 


Missouri 


7.00 


7.0 


Alaska 


S.O 


8.0 


Montana 


7.00 


9.0 


Arizona 


8.0 


8.0 


Nebraska 


8.50 


8.5 


Arkansas 


8.5 


9.5 


Nevada 


6.00 


6.0 


California 


7.0 


7.0 


New Hampshire 


9.00 


9.0 


ColuroJo 




10.0 


New Jersey 


8.00 


S.O 


Connecticut 


New Mexico 


7.00 


7.0 


Delaware 


9.0 


8.0 


New York 


8.00 


10.0 


District of 






North Carolina 


9.00 


9.0 


CsXufflbia 


8.0 


8.0 


North Dakota 


7.00 


7.0 


Florida 


8.U 


8.0 


Ohio 


7.00 


7.0 


Georgia 




7.5 


Oklahoma 


6.58 


6.5 


Hawaii 


8-10 


8-10^ 


Oregon 


7.00 


7.0 


Idaho 


8.5 


8.5 


Pennsylvania 


9.00 


9.0 


Illinois 


7.5 


7.5 


Rhode Island 


8.00 


8.0 


Indiana 


8.0 


8.0 


South Carolina 


8.00 


8.0 


Iowa 


7.0 


8.0 


South Oakuta 


7.00 


7.0 


Kansas 


7.0 


8.0 


Tennessee 


7.00 


8.U 


Kentucky 


9.0 


9.0 


Texas 


5.00 


6.5 


Louisiana 


8.0 


8.0 


Utah 


7.00 


7.0 


Maine 


9.0 


9.0 


Vermont 


9.00 


0.0 


Maryland 


9.0 


9.0 


Virginia 


9.00 


9.0 


Massachusetts 


7.5 


7.5 


Washington 


9.00 


9.0 


Michigan 


9.0 


7.0 


Nest Virginia 


8.50 


8.5 


Minnesota 


7.0 


7.0 


Wisconsin 


7.00 


7.0 


Mississippi 


9.0 


10.0 


Wyoming 


7.00 


7.0 



a. Transit districts are authorized to levy an additional 1 percent. 

b. Reduction to 8 cents scheduled July 1, 1974 , postponed indefinitely. 

c. Varies by county. 

Source: Commerce Clearing House. Inc., State Tax Guide , p. 4015. 
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TABLL 4- A 

CIGARIiTTl: TAX RATES 
(October 22, 1974) 





Rate 


State 


^ cents per 


package) 


Alabama 


12.00 


Alaska 


S.OO 


Arizona 


13.00 


Arkansas 


17.75 


California 


10^00 


Colorado 


10.00 


Connect ii-ut 


21.00 


Delaware 


14.00 


district of 




Columbia 


6.00 


Florida 


17.00 


Georgia 


12.00 


Hawaii 1 


40 percent 


Idaho 


9.10 


Illinoii> 


12.00 


Indiana 


6.00 


Iowa 


13.00 


Kansas 


11.00 


Kentucky 


3.00 


Louisiana 


11.00 


Maine 


16.00 


Maryland 


6.00 


Massachusetts 


16.00 


Michigan 


11.00 


Minnesota 


18.00 


Mississippi 


11.00 









fcent^ nAff* 


State 


Dackacel 


Missouri 


9 0 


Montana 


12 0 


Nebraska 


13 0 


Nevada 


10 0 


New Hunpshire 


42 n^Tce/ttt 


New Jersey 


IQ 0 


New Mexico 


12 ft 


.Mintf York 


15.0 


North Carolina 


2.0 


North Dakota 


11 0 


Ohio 


15 0 


Oklahoma 


13.0 


Oregon 


9.0 


Pennsylvania 


18.0 


Rhode Island 


13.0 


South Carolina 


6.0 


South Dakota 


12.0 


Tennessee 


13.0 


Texas 


18.5 


Utah 


8.0 


Vermont 


12.0 


Virginia 


2.5 


Washington 


16.0 


West Virginia 


12.0 


Wisconsin 


16.0 


Ifyoming 


8.0 



1. The Hawaii rate is a percentage of wholf**al9 price. 

2. The >kiht Hampshire rate is based on value sold at retail measured by 
usual selling price. 

Source: Commerce Clearing House, Inc., State TaxwReview , Vol. 35, 
No. 42, p. 1, October 15, 1974. ^ 
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Other Taxes 

Increased relief from property tax burdens in the form of in- 
come tux credits and exemptions continued to ^ro^ri, in 1973 more than 
two-thirds of the states adopted or expanded selective types of per* 
sonal property tax relief and real property tax relief to the elderly, 
to the disabled* to those with low- to-moderate incomes » and across 
the board. Before the end of the year all states had some fona of 
relief, 

Kstute taxes were increased in Oklahoma, reduced in Wisconsin 
and Utah» and newly imposed in New Mexico. Wisconsin also lowered 
its gift and inheritance tax rates. North Carolina granted the snr« 
viving husband the same inheritance exemption as the surviving wife. 

Minnesota imposed a new excise tax on employers based on the 
taxable compensation paid by them to employees « Indiana increased 
the license tax ua certain motor vehicles, and Louisiana repealed its 
tL es on the generation or sale of electricity and the use of power. 

Massachusetts impo2»tfd a temporary surtax on domestic insurance 
companies t and New York reduced the supplemental taxes on domestic 
insurers. Mississippi and North Carolina reduced or eliminated taxes 
on premiums on feder&ll/ qualified insurance and annuity plans. 

Alaska increased its gross production tax on oil and lowered an 
alternative per barrel tax, Louisiana increased its severance tax 
rate on gas and placed its oil severance tax on an ad valorem basis* 
Montana increased the maximum oil and gas conservation assessment and 
levied an extraction tax on all minerals. Alabama imposed a privilege 
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tax on those who process forest products or use them in manufacturing, 
and Oregon enacted a temporarily higher forest products harvest tax. 

Nebraska and New York raised pari-mutuel rates, and Connecticut 
and Maine lowered certain pari^outuel rates. 

A federal law enacted in 1973 now prohibits states from imposing 
boarding fees or head taxes on persons traveling in aii commerce. 

MAJOR TAX ACTIONS IN 1974 
General Sales Taxes 

This year Arizona increased its general sales and use tax rate 
from 3.0 to 4.0 percent, and by a 1973 law, California raised its 
state from 3.75 to 4.75 percent. Tennessee postponed lowering its 
5.5 percent rate to 3.0 percent from July 1, 1974, to July 1, 1975, 
while also postponing a slight rise in the local tax rate ceiling. 
Connecticut reduced its general rate from 6.5 percent to 6.0 percent. 

Although most of the other state actions involved exemptions, 
both Virginia and South Dakota broadened their sales tax bases. 
Arizona also imposed a special 2 percent excise tax for education on 
several types of businesses already subject to a 2 percent sales and 
use tax rate. Exemptions for drugs, medical supplies, pollution con- 
trol equipment, and services sold by nonprofit organizations were 
adopted by still more states. Pour states (Idaho, Illinois, Indiana, 
and Wyoming) exempted meals sold to the elderly or confined under nu* 
trition programs. Iowa exempted all food eligible for purchase with 
food stamps, and both Colorado and Neoraska increased the food sales 
tax credits allowed against income taxes. Three New England states 
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(Maine» Rhode Island, and Vermont) reduced manufacturing tax burdens 
by Icjwering or eliminating sales taxes on manufacturing equipment and 
machinery. Other states enacting sales tax exemptions included 
Arizona. California, Florida, New York, and Virginia. 

Illinois has authorized municipal and county use taxes of not 
more than 1.0 percent. Ohio, Utah, and Washington have authorized 
local sales taxes for public transit purposes once the local elec* 
torates approve. The maximum rates are 1.5 percent, 0.25 percent, 
and 0.3 percent, respectively. California has extended the 0.5 per- 
cent BART transactions and use tax until 1978. 

Individual Income Taxes 

Thus far in 1974 no state has enacted a general rate increase. 
For the second consecutive year Oregon voters rejected individual and 
corporate income tax rate increases, and the new Louisiana constitu- 
tion prohibits rates higher than the present ones. Georgia, however, 
made bank dividends taxable, and North Carolina eliminated the de- 
ductions for dividends from domestic financial institutions. Vermont 
subjected sales of five acres or less of land to a special capital 
gains tax, and California disallowed deductions arising from owner-* 
ship of substandard housing. 

Four states reduced taxes generally. New Mexico lowered rates 
tor most brackets and increased credit for state and local taxes paid 
by lower incomci taxpayers. Pennsylvania decreased its 2.3 percent 
rate to 2.0 percent and enacted total forgivene<%s or total or partial 
refunds for low income families. Both Ohio and Montana raised personal 
exemptions. Iowa doubled both the optional standard deduction and the 
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deduction limit (or federal tuxes, and New York extended the suspension 
of the 2.S percent surcharge for another year. 

Several states enacted or t*xtcndcd other various credits for 
low income, investment! and sales (especially food) and excise taxes. 
A deduction for day care expenses was adopted by three states. In- 
creased benefits for the elderly were variously achieved by: an in- 
creased deduction for the surviving spouse (California) » exemption of 
capital gains for a residence of five years (Connecticut), exemption 
of pensions and retirement premiums from qualified plans (Iowa) and 
public employees^ retirement pensions (West Virginia), and an addi* 
tional exemption against pension income (South Carolina). Massachusetts 
excluded from its income tax the interest or dividends from time de- 
posits of less than $100,000. North Carolina allowed resident owners 
of mult i-> family structures a new tax credit. 

In terms of local taxing authority, Indiana counties that had 
initially rejected a local income tax could reconsider the decision 
sooner than formerly, and New York City was authorized to continue 
its higher rates for another year. 

Corporate Income Taxes 

Arizona increased the rates on all the corporate income tax 
brackets ranging from 2.0 to 2.5 percent on the first $1,000 to 10. S 
percent rather than 8.0 percent on net taxable income over $6,000. 
Vermont also raised rates by replacing a flat 6.0 percent with rates 
ranging from S.O percent on the first $10,000 to 7.5 percent on excess 
over $250,000. Maryland restored the oil percentage depletion allow* 
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anco to the computation of taxable net income. And one state, 
Pennsylvania, reduced its net income tax from 11.0 to 9.5 percent. 

More financial institutions beciune subject to income taxation 
as Delaware, Nortii Carolina, and Georgia replaced various other taxes 
on banks with state income taxes. Bank holding companies in Michigan 
became subject to the income tax, and the South Carolina bank income 
tax was no longer in lieu of various other taxes. 

Relief granted in 1974 was fairly selective. Dividends in the 
District of Columbia from companies already subject to certain District 
taxes were exempted. Among other measures New York and Rhode Island 
raised investment tax credit, and Tennessee liberalized the definition 
of owned subsidiary for purposes of dividend exclusion. Indiana 
granted increased credit against gross income for hiring unemployed 
persons, and Arizona allowed deductions for the cost of constructing 
day care facilities. Both New York and North Carolina encouraged 
housing investment by respectively granting an exemption to limited 
profits housing companies and granting a limited tax credit for each 
unit completed to corporate owners of multi-family structures built 
for the handicapped. 

Special Sales Taxes 

Motor fuels taxes were raised by two states, Arizona and Pennsyl- 
vania, and a higher rate scheduled to end was continued indefinitely 
in Delaware. Six states allowed partial or full gas tax refunds 
lAen sold tor uses in such vehicles as school or public buses and 
construction equipment. 
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Cigarette tax rates were increased in Arizona and Muine» and 
little cigars were subjected to the cigarette tax rate in Minnesota. 
Rhode Island repealed the tax of Jfi percent of the wholesale price 
that had been levied on cigars and non-cigarette tobacco. The 
Louisiana taxes on tobacco were placed on an ad valorem basis » using 

invoice price, rather than the former combination of retail price and 
weight for cigars and retail price for tobacco. 

Arizona increased its rate on distilled spirits, and Montana 
incn^aicd its ad valorem license tax on liquor and its per barrel tax 
on beer. Massachusetts raised its tax rates on wine, while Oregon 
levied an additional privilege tax on wine. Vermont replaced its 
volume basis for taxing wine and liquor with an ad valorem basis. 
Idaho* however, reduced the surcharge on liquor sold through the state 
stores* and Louisiana reduced the rate on beverages of low alcoholic 
content. Georgia required counties and municipalities permitting 
*ale to levy a local beer excise tax, and West Virginia placed a tax 
on liquor purchased outside municipalities. 



The recent surge of property tax relief programs abated some- 
what in 1974. Only 19 states enacted new and increased realty tax 
credits and exemptions for especially the elderly, the poor, and the 
disabled, and only about half the states enacted some form of proper- 
ty tax relief. Both the District of Columbia and Massachusetts 
initiated realty tax deferral measures, mainly benefiting lower in- 
come and elderly homeowners. Michigan permitted exemptions for in- 
dustrial facilities improvements in plant rehabilitation districts. 
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Other prevalent realty tax changes included new assessment ratios 
for different classes of property, and use value rather than market 
values as the basis for valuin^i agricultural and open space land. The 
trend to climirite additional items from the personal property tax 
base was evident in several states. 

State action in inheritance and estate taxation was mostly con- 
fined to increased inheritance tax exemptions in Iowa, Montana. 
Pennsylvania, and South Dakota. Kentucky exempted froir, inheritance 
and estate taxes that value of the annuity on federally qualified 
plans vhich is attributable to the eiH)loyer contribution. 

Several states chose to raise or enact new severance taxes in 
1974: New Mvjiiwo (oil, gas, and coal); Oklahoma (oil and gas); No- 
braska (oil and gas); Tennessee (coal); Mississippi (timber); and 
Wisconsin icopper concentrates). Louisiana continued indefinitely 
its severance tax on low oil producers, and Minnesota limited mining 
tax deductions. New Hampshire levied an ad valorem tax on refined 
petroleum products to be paid by the refiner. Only Wyoming reduced 
its ad vatorem severances taxes. 

Pari'-mutucl rates were changed only in two states, Connecticut 
and New York, where they were raised. Noteworthy among the mis- 
cellaneous tax changes was the California adoption of an electrical 
energy consumption tax of 0.10 mil per kilowatt hour. A new franchise 
(net income) tax on insurers was enacted by New York, and the long- 
contested Chicago employer tax of $3 per employee was upheld by the 
Illinois Supreme Court. 
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